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The  Finance  Commission  initiated  an  investigation  into  the  problem  of 
duplicate  and/or  overpayment  of  real  estate  taxes  as  a  result  of  complaints  it 
received  from  taxpayers.   People  complained  to  the  Commission  that  they  had  ( 
inadvertently  paid  their  real  estate  tax  bill  twice  and  upon  learning  of  the > 
mistake  encountered  difficulty  in  obtaining  refunds.   Duplicate  and/or 
overpayments  can  be  undetected  by  a  taxpayer  because  the  city  does  not  identify, 
on  a  tax  bill,  that  a  credit  balance  exists  from  one  tax  year  to  the  next. 

The  Commission  obtained  a  complete  inventory  of  real  estate  tax  payments 
dating  back  to  1975  and  found  that  there  are  over  23,000  accounts  with  credit 
balances  of  almost  $5.7  million.   These  accounts  represent  a  variety  of  problems 
not  all  of  which  are  due  to  an  overpayment  of  real  estate  taxes.   Many  are 
caused  by  posting  payments  to  the  wrong  account  or  by  an  improper  resolution  of 
an  abatement.   All  three  problems  are  of  concern  to  the  Commission.   There  are 
too  many  accounts  with  credit  balances  and  the  Office  of  the  Collector-Treasurer 
has  done  very  little  to  resolve  the  problem. 

» 

The  most  pressing  problem,  however,  is  that  of  duplicate  and/or 
overpayments.   The  city  has  issued  343  refund  checks  this  year  to  people  who 
overpaid  their  taxes.   That  number  is  well  above  the  number  issued  in  past  years. 


OVERPAYMENT 


There  were  23,056  real  estate  tax  accounts  with  credit  balances  as  of 
February  8,  1988.   This  total  covers  the  period  between  July  1,  1975  to  June  30, 
1987.   The  total  credit  balance  is  $5,680,273.37. 

The  outstanding  balances  vary  from  numerous  small  accounts  to  some  of 
substantial  value.   For  example  the  Parker  House  has  a  credit  balance  of  $50,580 
from  fiscal  year  (FY)  1979.   The  Boston  Shipyard  Corporation,  now  bankrupt,  has 
4  overpayments  from  1986  totalling  $66,123.43.   The  Penn  Central  railroad,  also 
bankrupt,  shows  credit  balances  of  thousands  of  dollars  on  many  accounts. 
However,  the  majority  of  the  accounts  are  properties  owned  by  individual 
citizens  such  as  the  owners  of  ward  14  parcel  3336,  $2885;  ward  7  parcel  4039, 
$2,197.64;  ward  5  parcel  2520  over  $6,000  and  there  are  many  others. 

Real  property  taxes  are  assessed  to  the  owner  of  record  as  of  January  1 
of  the  year  immediately  prior  to  the  fiscal  year  in  which  they  are  due.   In 
Boston  there  are  over  100,000  parcels  upon  which  taxes  are  assessed.   The  City 
Assessor  certifies  the  value  to  the  Collector-Treasurer  and  the  collection 
process  begins. 
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The  tax  bills  are  prepared  and  mailed  to  the  owner  of  record  for  1/2  of 
the  fiscal  year  in  late  September  or  early  October  and  payment  is  due  in  30 
days  but  not  before  November  1.  The  second  half  which  is  due  to  be  paid  on  May  1 
would  routinely  be  se.t  out  in  late  March.   The  taxpayer  will  pay  che  two  bills 
and  the  account  will  oe    paid  in  full.   However  the  routine  is  not  followed  in 
every  case.   There  are  many  scenarios  where  an  overpayment  of  an  account  can  be 
created. 


Mispost  ing 

t 

A  misposting  is  when  a  teller  credits  a  payment  against  the  wrong ■ 
account.   It  appeared  to  occur  frequently  through  FY  1987.   In  many  cases  it  is 
obvious  because  the  payment  has  no  relation  to  the  owed  amounts.   For  example,  a 
payment  on  ward  7  parcel  3772  of  $3,009.83  was  made  where  the  total  tax  bill  was 
only  $32.45  and  ward  10  parcel  2130-4  a  payment  of  $3,297.06  was  made  on  a  total 
tax  bill  of  $1,204.40. 

The  problem  is  created  in  several  ways.   The  teller  has  no  on  line 

capacity  with  the  computer  system  to  check  a  person's  account  for  the  actual 

amount  owed.   The  teller  may  type  up  the  wrong  ward  and  parcel  or  bill  number 
and  mispost  the  account. 

A  new  billing  system  in  use  for  FY  1988  enables  an  optical  reader  to 

view  the  bill.   The  new  optical  system  and  the  requirement  that  all  payments 

made  at  City  Hall  must  be  accompanied  with  a  bill  should  reduce  individual 
misposting  in  FY  1988. 

Tax  escrow  agents  such  as  banks  and  mortgage  companies  do  not 
necessarily  submit  individual  bills.   In  some  instances  payments  covering  as 
many  as  200  tax  accounts  are  submitted.   Errors  have  been  discovered  both  on  the 
part  of  the  city  and  the  tax  escrow  agent.   City  personnel  have  raisposted 
accounts  and  escrow  agents  have  reversed  parcel  numbers  for  bill  numbers. 

In  other  cases  taxpayers  mail  their  payments  directly  to  the  Shawraut 
Bank  which  acts  as  lockbox  collecting  agent  for  the  city.   Many  times  payments 
are  submitted  without  the  bill  and  containing  little  if  any  identification.   The 
possibility  of  raispostings  in  these  cases  is  greater.   If  there  is  no 
identification  the  payments  are  posted  to  a  "Dummy  Account"  used  solely  as  a 
holding  account  until  proper  posting  can  be  accomplished. 

The  misposting  can  cause  an  overpayment  in  one  account  and, 
conversely,  an  underpayment  in  another  account.   Often  the  misposting  is  not 
discovered  until  the  taxpayer  receives  a  demand  notice  containing  interest 
charges  and  fees  or  a  lien  has  been  put  on  the  property.   Several  of  the 
taxpayers  who  complained  to  the  Finance  Commission  were  victims  of  this  type  of 
error.   Moreover  the  Collector's  office  delayed  in  posting  the  accounts  properly 
and  then  billed  the  taxpayer  for  interest  and  penalties.   The  delays  were  the 
fault  of  Collection  personnel,  not  of  taxpayers. 
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Duplicate  Bills 

Many  property  owners  with  mortgages  on  the  property  utilize  the  mortgage 
company  as  property  tax  escrow  agent.   The  city  will  send  property  tax  bills  to 
the  owner  of  rscord  with  a  duplicate  to  the  mortgage  company.    App .oxiraately 
38,000  bills  are  mailed  in  duplicate  in  eah  billing  period.   There  have  been 
cases  where  the  property  owner  and  mortgage  company  both  pay  the  tax  bill.   When 
this  occurs  for  the  first  half  bill  the  overpayment  will  be  credited  to  the 
second  half.   However,  if  it  occurs  in  the  second  half  an  overpayment  is  not 
identified  on  the  following  years  bill.   The  Office  of  Collector-Treasurer  does 
not  identify  credits  from  previous  years  on  a  first  half  bill  which  leaves  the 
taxpayer  unaware  that  a  credit  exists  on  his  account.   The  Collector-Treasurer's 
office  also  makes  no  effort  to  contact  property  owners  to  inform  them  of 
overpayments . 


Abatement 


Abatements  normally  affect  taxpayer  accounts  in  two  ways.   First,  if  the 
account  has  been  fully  paid  the  abatement  acts  as  a  credit  against  the  account 
and  a  refund  check  is  sent  to  the  taxpayer  by  the  Treasurer.    Second,  if  the 
account  has  not  been  fully  paid  the  abatement  will  be  posted  as  a  credit.   The 
taxpayer  then  pays  the  account  in  full,  not  realizing  it  has  already  been 
credited  with  the  abatement,  thus  creating  an  overpayment. 

These  three  problems,  mispostings,  duplicate  bills  and  abatements  can 
result  in  credit  balances  with  raisposting  errors  being  the  most  common.   Lesser 
problems  are  those  created  by  payment  agreements  with  a  property  owner.   Many 
older  accounts,  prior  to  1979,  were  overpaid  due  to  water  and  sewer  charges 
where  a  person  would  pay  the  water  and  sewer  charges  separately  and  then  pay 
them  again  with  their  real  estate  taxes.   Still  other  overpayments  were  created 
where  a  property  owner  paid  with  one  check  which  was  posted  against  one  account 
when  it  was  intended  to  pay  for  several  accounts. 

The  Collection  Division  has  begun  in  fiscal  year  1988  to  address  the 
problem  of  initial  postings.   The  optical  reader  system  should  help. 
Collecting  can  and  should  have  more  control  of  the  initial  postings  to  ensure 
the  accuracy  and  reliability  of  all  taxpayers'  accounts. 


OVERPAYMENTS 
What  Happens? 

If  a  taxpayer  learns  of  an  overpayment  on  his  tax  account  he  can  request 
a  refund  of  the  overpayment  or  a  transfer  to  another  account.   Procedurally  the 
taxpayer  is  required  to  supply  copies  of  checks  or  receipted  tax  bills  to  prove 
his  claim.   In  most  cases  these  documents  are  all  that  is  required.   In  a  recent 
case,  Wigglesworth  Machinery  had  overpaid  its  1987  real  estate  taxes  by  $7,954. 
During  a  routine  in-house  audit  Wigglesworth  discovered  the  overpayment. 
Wigglesworth  contacted  the  Collector-Treasurer's  office  requesting  the 
overpayment  be  transferred  to  the  2nd  half  of  the  88  tax  bill.   The  request  was 
made  Feb.  2,  1988  and  completed  by  the  Collector  Treasurer's  office  on 
Feb.  18,  1988. 
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The  Office  of  the  Collector-Treasurer  has  been  reluctant  to  address  the 
problem  of  refunds  unless  brought  to  its  attention  by  a  taxpayer.    Overpayments 
have  raised  the  question  of  who  gets  the  refund?   The  answer  to  that  question  is 
unclear  when  it  involves  past  years  balances.  This  confusion  has  added  to  the 
lack  of  action  ou  the  overpayment  problem. 

Integrity  of  the  Tax  Refund  System 

In  1984  the  manager  of  Taxpayer  Assistance,  Mr.  Joseph  Frisora,  pled 
guilty  to  stealing  funds  which  were  originally  overpayments  in  taxpayer 
accounts.   His  routine  was  to  transfer  overpayments  from  one  account  to  another. 
The  account  from  which  the  overpayment  was  taken  was  closed  out.   The  account  to 
which  the  overpayment  was  credited  was  then  refunded  by  check.   The  manager  then 
picked  up  the  check  in  the  Treasury  section  himself. 

Controls  have  been  instituted  to  stop  the  fraudulent  issuing  of  checks. 
However,  it  is  still  possible  to  transfer  credits  from  one  account  to  another. 
For  example,  if  a  real  estate  tax  account  for  a  parcel  in  Charlestown  showed  a 
credit  balance,  the  credit  balance  on  that  property  could  be  transferred  to  one 
in  Hyde  Park  which  was  overdue  thereby  paying  the  overdue  account.   We  know  of 
no  instance  in  which  this  has  happened,  but  the  potential  for  abuse  is  there  and 
the  control  system  is  thus  flawed. 

The  problems  described  herein  have  been  previously  pointed  out  to  city 
officials.   The  accounting  firm  of  Peat  Marwick  and  Main,  which  performs  the 
City  of  Boston  audit,  has  commented  on  the  Real  Estate  Tax  Receivable  and  the 
Tax  Refund  System  in  its  Management  Letter  on  Internal  Control.   Among  the  items 
noted  in  its  fiscal  year  1985  letter  was  the  lack  of  review  to  ensure  the  funds 
have  been  distributed  properly.   Among  its  findings  and  recommendations  were: 


FINDINGS: 


"Through  our  review  of  internal  controls  we  noted  that  no  reviews 
are  performed  of  receipted  deposit  slips  from  tax  collections  and 
that  no  checks  are  performed  to  insure  that  the  funds  received  have 
been  distributed  properly  to  tax,  interest,  penalties,  etc.,  thereby 
increasing  the  risk  of  misappropriation  of  funds." 


RECOMMENDATIONS: 


An  independent  comparison  of  the  receipted  deposit  slip  to  the 
teller  sheets  should  be  performed  and  a  secondary  review  (test 
basis)  of  the  distribution  of  payments  should  be  made  and 
documented." 


FINDINGS: 


"Tax  refunds  generally  occur  because  a  taxpayer  overpays  his 
bill.   Through  our  testwork  in  this  area,  we  noted  the  following 
control  weaknesses: 
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Digitized  by  the  Internet  Archive 

in  2011  with  funding  from 

Boston  Public  Library 


http://www.archive.org/details/overpaymentofreaOObost 


FINDINGS: 


-None  of  the  documents  employed  in  the  system  are  prenumbered 
or  accounted  for. 

-  Documentation  was  missing  in  several  instances. 

-  Charges  to  taxpayers'  accounts  for  refunds  are  not  made  on  a 
timely  basis. 

-  The  City's  "Dummy  Account",  which  acts  as  a  clearing  account  for 
unapplied  payments  (generally  unidentified  payments  from  banks)  is 

not  reconciled  nor  is  a  proper  detail  listing  of  the  account  maintained 

-  Transfers  of  payments  from  the  "Dummy  Account"  for  application 

to  taxpayer  accounts  are  not  reviewed  or  approved.  ji 

I 


Lack  of  proper  controls  within  the  tax  refund  system  exposes 
the  City  to  potential  losses  from  unauthorized  transactions. 
The  simple  process  of  assigning  a  responsible  official  the 
task  of  reviewing  and  approving  the  documentation  for  tax 
refunds  and,  on  a  periodic  basis,  accounting  for  all 
documentation  reduces  the  potential  for  abuse  by 
unauthorized  personnel. 


RECOMMENDATIONS: 


We  recommend  that  a  study  and  evaluation  of  the  current  tax 
refund  system  take  place  and  that  the  implementation  of  a  new 
system  include  controls  which  would  enable  the  Collector 
Treasurer's  Department  to  account  for  all  documents  within 
the  system  and  allow  responsible  officials  to  perform  timely 
reconciliations  of  cash  disbursed  and  charges  to  taxpayer 
accounts.   The  system  should  also  force  the  Collector 
Treasurer's  Department  to  reconcile  the  City's  "Dummy  Account" 
as  well  as  accounting  for  the  activity  in  it. 

These  procedures  will  help  to  ensure  a  proper  accounting  of  all 
transactions  and  adjustments  between  taxpayer  accounts." 


These  recommendations  were  ignored  by  the  City  and  the  problems  remain, 


OVERPAYMENTS 
What  Can  Be  Done 


Since  1975,  the  various  people  who  have  served  as  Collector-Treasurer 
have  let  this  problem  continue  and  grow.   The  Finance  Commission  inquiry  has 
shown  that  there  are  many  more  problems  in  this  area  than  originally 
thought . 

It  is  important  to  point  out  that  the  City  of  Boston  has  no  right  to 
hold  overpayments.   That  money  does  not  belong  to  the  city  but  to  the  many 
taxpayers  whose  accounts  reflect  overpayments.   The  Finance  Commission  is  not 
suggesting  a  blanket  refund  of  all  accounts  with  overpayments.   That  is  not  a 
responsible  approach  to  this  situation.   It  seems  to  us,  however,  that  the  city 
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has  an  obligation  to  inform  taxpayers  when  a  credit  balance  exists.   And  if  a 
taxpayer  can  substantiate  a  claim  cm  the  overpayment  the  city  must  act  to  refund 
same. 


Recommendat  ions 

i  ■  K  ■  ■  ■  ■  ■  ■   .. 

1.  Every  account  with  a  credit  balance  must  be  reviewed  to  determine  the 
cause  of  the  credits. 

2)  Once  that  review  is  completed  notices  should  be  sent  to  all  taxpayers 
involved  notifying  them  of  the  credit  balance  and  the  steps  to  take  in  order  to 
obtain  refunds  if  the  balance  resulted  from  an  overpayment. 

3)  After  the  notification  process  has  been  completed  any  remaining 
accounts  could  be  subject  to  advertisements  similar  to  the  State  Treasurer's 
money  list.   The  accounts  should  be  published.  These  notices  should  include 
directions  and  information  required  in  order  to  receive  refunds. 

4)  Any  amounts  that  are  carried  as  overpayments  after  these  steps  have 
been  completed  should  be  transferred  to  the  City  Trust  Office  and  a  fund  should 
be  created  containing  the  overpayment  amounts  as  the  principle.   The  first 
objective  should  be  absolute  maintenance  of  principle  while  maximizing  income. 
The  income  from  this  fund  should  be  used  as  a  tax  rate  revenue  item  so  as  to 
benefit  the  taxpayers  of  Boston  whose  money  it  is  in  the  first  place. 

5)  The  Mayor  should  fill  the  vacant  position  of  Collector-Treasurer  as 
soon  as  possible  so  that  these  problems  can  be  addressed. 
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REAL  PROPERTY  TAX 
OVERPAYMENT  SUMMARY 
as  of  Feb.  8,  1988 


Tax 

Number 

Year 

of 

Parcels 

1975 

2 

1976 

i 
12 

1977 

92 

1978 

1009 

1979 

1228 

1980 

1216 

1981 

1291 

1982 

1672 

1983  * 

3230 

1984 

2893 

1985 

2189 

1986  * 

4368 

1987 

3854 

Credit 
Balances 


$1,062.20 

2,760.40 

42,576.55 

219,703.57 

343,671.97 

214,612.72 

203,355.08 

242,888.05 

1,198,439.91 

349,427.09 

712,078.44 

1,166,729.13 

982,968.26 


Total   23,056  $5,680,273.37 


*  In  fiscal  years  1983  and  1986  parcel  by  parcel  revaluation  was  done  in  the 
City  of  Boston.   In  1983  estimated  bills  were  sent  to  taxpayers  but  in  many 
cases  the  estimate  exceeded  the  total  for  the  year  resulting  in  overpayments, 
In  1986  optional  bills  were  sent  out  but  in  many  cases  the  result  was  the 
same. 


Additional  note:  In  fiscal  year  1989  parcel  by  parcel  revaluation  will  once 
again  be  performed. 
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12  LARGEST  CREDIT  BALANCES 
1975  to  1987 


Year 

Ward  anc 

Reason  for 

Dollar 

Parcel 

Credit  Balance 

Amount 

1979 

3-4696 

i  Abatement 

i 

$50,580.00 

1986 

1-4444 

Revaluat  ion 

34,482.32 

1983 

5-1250 

Revaluation 

27,563.25 

1983 

20-7833- 

20 

Revaluation 

26,032.47 

1987 

20-6994- 

100 

Overpayment 

25,610.62 

1983 

11-917 

Revaluation 

23,453.62 

1987 

5-1563 

Possible 
Misposting 

19,503.43 

1985 

3-3988 

Overpayment 

16,917.15 

1983 

18-1980 

Possible 
Misposting 

16,145.44 

1986 

21-2522 

Possible  Dup 
Payment 

licate 

15,775.12 

1985 

20-7012- 

300 

Possible  Dup 
Payment 

licate 

15,457.80 

1979 

5-4272 

Overpayment 

15,237.22 
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